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Abstract 
In 2010, Indonesia implemented regulation consisting of a new concept on cost recovery replacing assume and 
discharge. Under cost recovery, all contractors are requested to meet obligation on property tax in the first pace, 
meanwhile assume and discharge stipulate that government will bear LBT expense. LBT expense is also treated as 
operating cost that will recover after the work area has reached commercial production. This new policy invited pros 
and cons particularly since the release of Notice of LBT Payable from Directorate General of Tax for 16 Production 
Sharing Contractors with a huge amount of IDR 2,6 trillion. This amount was higher than three years firm 
commitment and the base of LBT imposed was offshore work area in a whole as stated in a signed contract 
document. The imposition of LBT in the upstream oil and gas business activity has become a determinant variable 
for investors either existing or candidate in business forecasting and decision making on oil and gas investment.  It 
can be seen from the decrease of candidate of investors’ participation in the tender of exploration work area in the 
first pace of 2013. This tender was only followed by 37,5% applicants, compared to the preceding ones that 
participations reached 90%. In addition, there was a propensity of investors to resign from the existing exploration 
projects due to the high burden of fiscal expenses. We analysed the impact of new policy concerning the upstream 
oil and gas business tax property on the Indonesia program of national energy security. Based on comprehensive 
analysis, we recommend government to amend related policy and law in order to connect with current development 
as well as to protect Indonesia economy and state budget. Besides, it is necessary to protect oil and gas investors and 
to mend the investment climate as well.  
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Nomenclature  
DGB Directorate General of Budget 
DGT Directorate General of Tax 
GR Government Regulation 
LBT Land and Building Tax 
PSC Production Sharing Cost  
RSC Risk Service Contract 
TOSV Property Tax Base  
 
1. Introduction 
Oil and gas sector plays an important role in Indonesia economy and state budget. In the recent years, its 
contributions tend to vary due to the ups and downs of global crude oil price. In addition, the other explanatory 
variables are the shrinkage of Indonesia oil production as well as the weakening of Indonesia crude oil utilization 
capability. Statistics shows that there was still an increase trend of Indonesia oil lifting for period of 2008-2010 
which reached 930,1 thousand barrels per day on average in 2008 became 953,9 thousand barrels per day in 2010. 
Unluckily, in 2012 the realization of oil lifting tended to decrease with lifting was only 898,5 thousand barrels per 
day on average. These uneasy conditions have yielded a negative sentiment not only on state budget revenue but 
also on Indonesia energy security program. 
In overcoming such difficulty, government took some policies and regulations which one of them was the release 
of Government Regulation (GR) 79/2010 concerning Cost Recovery and Income Tax Treatment in the Upstream Oil 
and Gas Business Activities. Substantially, GR 79/2010 introduced cost recovery as a new concept related to 
imposition in LBT in the upstream oil and gas business with cost recovery and it replaced assume and discharge as 
the old one. Underneath the cost recovery, all contractors are requested to meet obligation on property tax (land and 
building tax/LBT) in the first pace. In addition, LBT expense is treated as operating cost in which contractors will 
recover the operating cost based on the work plan and budget approved by the head of executive board after the 
work area has reached commercial production (article 7 paragraph 1 GR 79/2010). Previously, assume and 
discharge mandated to government to bear all LBT expenses on oil and gas upstream business activities and the tax 
payment was technically transferred by Directorate General of Budget (DGB) into Directorate General of Tax 
(DGT). 
At the end of June 2013, Directorate General of Tax through Tax Office released a Notification of LBT Payable 
for 16 production sharing contractors with amount of IDR2,6 trillion. The total amount was based on LBT imposed 
of a whole offshore work area as stated in a signed contract document. Moreover, this notice ran as a form of 
implementation of GR 79/2010 and this amount was deemed to be higher than three years firm commitment fee of 
contractors. Firm commitment is the contractors’ commitment to do jobs and spend a number of funds as agreed in 
the legal contract document. When contractors break the promise under firm commitment, they are obliged to pay 
penalty as much as unspent funds as seen in the firm commitment. This policy is designed to protect Indonesia from 
contract shopping behaviour that might be done by contractors. With this regard, government should also pay more 
attentions on the contractors’ interests and candidate of investors concerning a certainty of law that could be a 
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determinant for business forecasting.  
In Indonesia, the imposition of LBT in the upstream oil and gas business activity has become a negative 
sentiment as well as a determinant variable for investors either existing or candidate in business forecasting and 
decision making on oil and gas investment.  It can be seen from the decrease of candidate of investors’ participation 
in the tender of exploration work area in the first pace of 2013. This tender was only followed by 37,5% applicants 
and it dropped significantly than the preceding ones that participations reached 90%. In addition, there was a 
propensity of investors to resign from the existing exploration projects due to the high burden of fiscal expenses. In 
short, the implementation of LBT on exploration activities under the cost recovery method seemed to decrease 
investors’ participation on upstream activities as well as to impact on potential loss of revenue that in turn would be 
a negative incidence to national economy.   
Oil and gas industry needs more government attentions due to the high risk profile and capital incentives as main 
characteristics of this sector. In terms of risks, the weight of failure risk in exploration activities was estimated to 
reach 70-80 percent. In order to escalate the exploration activities as well as to increase the oil and gas production, 
there should be risk and burden sharing between government and contractors including in terms of operating cost in 
exploration activities. Unfortunately, the existing policy does not accommodate yet this condition. GR 79/2010 
article 7 section 3 stipulates that in the event, the work area does not yield any commercial production, all operating 
cost that have been incurred will fully become the contractors’ risks and expenditures.  
In connection with the high risk profile faced by contractors, Indonesia Special Task Force in the Upstream Oil 
and Gas Business Activities in June 2013 reported that 12 foreign contractors had lost US$1,9 billion due to the 
onshore exploration failure in the 16 work areas. These onshore activities actually ran from 2009 to 2013 toward 25 
potential fields that were operated by 12 foreign contractors with total cost amounted of US$1,9  billion. With 
regard to this difficulty, several foreign contractors had intention to resign from these projects and would relinquish 
the work areas into the Government of Indonesia. Also, there was only a single scheme in Indonesia with contractors 
as a single bearer of total risks for any type of projects. This condition is relatively different from Malaysia that 
applies two models of joint cooperation based on productivity rate of fields. The models are Production Sharing 
Cost (PSC) for productive field and Risk Service Contract (RSC) for less productive field. In RSC, contractors do 
not bear the risk and they are offered some professional fees based on negotiation. This RSC seems more interesting 
for contractors.  
Taking into account the strategic role of oil and gas industry for Indonesia economy, state budget and program of 
national energy security, we view that it is very necessary to redesign the policy of LBT in the upstream oil and gas 
business activities. In line with this objective, the Government of Indonesia has released Presidential Instruction No 
2/2012 concerning Escalation of Production of National Petroleum until 1,01 million barrels per day in the 2014. 
With the regard to this law, the Minister of Finance has been ordered to: 
a. Offer taxes and import duties facilities in order to support the increase of national petroleum production 
b. Grant policies and regulations on public finance that buoy up the escalation of national petroleum production  
 
2. Property Tax Policy on Oil and Gas Upstream Business Activities : Evaluation and It’s Implication 
 
A number of international institutions have released some publications and surveys containing some determinant 
variables as indicators on the ease of doing business and investment atmosphere across many economies. One is 
Doing Business as copyright of the International Finance Corporation under World Bank Group. In the Doing 
Business 2013, Indonesia was ranked 128 of 185 economies globally. In the region of East Asia and Pacific, 
Indonesia was in the level 19th of 24 countries. This level was lower than close economies such as Singapore (1), 
Malaysia (12), Thailand (18), and Vietnam (99). In order to lift the ranking, Indonesia needs to recover some 
indicators on starting a business, dealing with construction permits, getting electricity, registering property, getting 
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credit, protecting investors, paying taxes, enforcing contracts and resolving insolvency. In short, the recovery of 
those instruments will be improving the investment competitiveness in Indonesia including in oil and gas industry.  
In terms of industry characteristics, oil and gas industry has been categorized as industry with capital intensive, 
high risk, superior technology and long term payback period of investment. A common period of Production Sharing 
Contract will be 30 years, consisting of 10 years for exploration and the rest is for production. Afterward, the 
contracts could be extended by taking into account a new agreement between government and contractors as well as 
the economic considerations of oil and gas reserve. As a component in the upstream business, exploration activity 
needs some studies on geological survey and earth science. The basic research of exploration is commonly run by 
Geological Expert or Geoscientists and it takes 3 – 10 years.  
In the technical perspective, each step of oil and gas exploration activity usually takes time from 1 up to 6 
months. Having collected all required data and information, the rest of activity will continue to desktop study that is 
a study inside the office. A series of these steps reflect that exploration work area has actually not yet been utilized 
and hence the imposition of LBT on them is not quite proper. Most of all, exploration needs huge money and high 
risk profile with speculative findings. In terms of risks, statistics shows that in the last decade (2002-2012), 
contractors had already drilled 784 potential well but only 58,16% (456 activities) was successful and the rest of 
41,84% (328 activities) was failed. Meanwhile, contractors has spent the total operating cost for explorations about 
US$1,9 billion during 2009-2013. The burden of contractors will be higher when LBT applies on the exploration 
phase.  
In the view of effectiveness, it seems that the effectiveness of exploration in Indonesia is still lower than 
Malaysia and Vietnam. In Indonesia, explorations with 500 drillings during 2003-2013 only yielded oil and gas 
reserves with the amount of 17 billion barrels of oil equivalent on average, whereas in fact explorations in Malaysia 
with 200 drillings resulted oil and gas reserves about 49 billion on average and Vietnam with 100 drillings found 55 
billion on average. These findings depict that the magnetism of the oil and gas investment in Indonesia is still worse 
than Malaysia and Vietnam, and we can imagine what condition will be when LBT applies in the upstream stage.  
On the other hand, Indonesia today needs a vast activity on exploration in order to fulfil the gaps between larger 
consumption and larger oil production. In the last 15 years, Indonesia’s production of petroleum has persistently 
been decelerating from top level about 1,6 million barrel per day in 1996 into only 0,86 million barrel per day  in 
2012. On the contrary, the consumption of petroleum has been increasing more than one million barrel per day and 
estimated that it will be reaching 1,8 million barrel per day  in 2020. Taking into account the above facts and 
comprehensive analysis, it is necessary for government to redesign the policy on LBT in the upstream oil and gas 
business with main aims to boost oil and gas investment as well as to grasp national energy security. 
The reform of tax on property and treasury as indicated by the establishment of Law No. 12/1985 concerning 
LBT was principally based on four eminent and fundamental philosophies: 
a) to receive benefit  
b) to minimize the double tax treatment 
c) to simplify the collection method for enhancing tax compliance and tax revenue 
d) to lift the participation of society in the national development. 
Yet, at certain limitations, the implementation of technical regulations as derivative instruments of Law of LBT 
is sometimes not in line with the philosophy of collecting LBT itself. It occurs for a reason that there is not yet  
amendment on Law of LBT at least in the last 25-year that in turn the adjustment power of this Law into the current 
conditions has disappeared nationally and globally. In addition, the existence of this law still contains some 
weaknesses conceptually and substantially.   
 
The powerlessness of LBT Law adaptation into strategic development can be seen from articles and clauses 
concerning treatment of LBT on oil and gas upstream business activities which tend to increase contractors’ 
burdens. This condition sounds an ambiguity with a government endeavours to advance oil and gas industry as a 
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strategic industry. It has been known that oil and gas industry plays an important role for Indonesia economy 
particularly in supporting the national energy security program as well as yields a huge multiplier effects for 
supporting pro job, pro-growth and pro poor as development strategy stated in the National Development Plan 
Medium Term and Long Term. In addition, oil and gas industry takes part as essential contributor for state budget, 
either tax (income tax on oil and gas) or non-tax (non-tax on natural resources). 
The imposition of LBT in the upstream oil and gas business activities under GR 79/2010 has replaced the 
underlying concepts of imposition of LBT from assume and discharge changed into cost recovery. Under the new 
concept of cost recovery, production sharing contractors are requested to meet obligation on LBT in first phase, 
meanwhile assume and discharge stipulate that government will bear all LBT expense. In addition, LBT expense is 
treated as operating cost in which contractors will recover the operating cost based on the work plan and budget 
approved by the Head of Executive Board after the work area has reached commercial production. Hence, the 
candidate of investors will consider this new policy before taking any decisions on oil and gas investment.  
In order to help to ease the difficulty, DGT then released a regulation No 45/2013, consisting of a change in base 
of LBT and imposed from a whole work area into work area only that has really been utilized. As a result, it 
impacted on the decrease of property tax base (TOSV) in the upstream activities. Although this decree was quite 
helpful, but it had no power on legal binding because this rule had only been placed in the appendix, not in the body 
of regulation. It is a necessary to change and put such a rule in the body of regulation in the other opportunity. 
In addition, DGTR 45/2013 still rests some weaknesses regarding the measurement of tax base for TOSV for 
earth, either earth surface or earth inside over the period of exploration and production. DGTR 45/2013 article 9 
clause 5 employs income approach to assess the taxable objects in the LBT on oil and gas mining. The formula to 
gauge TOSV to earth inside is as follows: 
TOSV of earth inside   = capitalization number x [(amount of money for petroleum production sold in a year 
prior to taxable year x Indonesia crude oil price) + (amount of money for gas production sold in a year prior to 
taxable year x natural gas price)] 
The use of income approach to determine TOSV to earth inside can be theoretically and academically accepted 
because it is deemed as an accurate method to measure the value of business (Laro and Pitt, 2005 p.182). Yet, the 
use of income approach must match with the application and should not be biased. Under the income approach, the 
value of business will be the value of total future benefits as reflected by discounted net cash flow using discount 
rate, consisting of time value of money and total risks on estimated future benefits (Laro and Pitt, 2005 p.182). With 
regard to this rule, it is a need to estimate two variables: 
1. Total future benefits as indicated by discounted net cash flow  
2. Discount rate or capitalization number 
Having learnt the concept of Laro and Pitt (2005), we can state that the formula of total future benefits in the 
DGTR 45/2013 is merely based on gross revenue as indicated by the amount of money on oil and gas production 
sold in a year prior to taxable year. Unfortunately, the use of gross revenue is not proper for a reason that gross 
revenue does not mirror the total future benefits accurately. With reference to the underlying theory of income 
approach, gross revenue should be subtracted with total expenses to get net income at first. This subtraction is 
necessary to match with the concept of income approach as mandated on the Law of LBT No 12/1985. Besides, the 
focus on the assumptions of oil and gas selling prices is a must to produce a precise result. In terms of petroleum and 
gas selling price, it is expected to use crude oil and natural gas prices which are not much different from their market 
price either in point or on average. 
In addition, the total future benefits under framework of DGTR 45/2013 is also measured with base of 
capitalization number 10,04 for petroleum, gas, and geothermal as stipulated in the DGT Decision 132/2013. Sadly, 
this number yields an ambiguity because there is no elucidation on what policy behind the numbers. Meanwhile, the 
basic concept of capitalization will be “The conversion  of a single period of economic benefits into value ” (Laro 
and Pitt, 2005 p.184).With regard to this concept, capitalization will be in a single period and there are some 
346   Haula Rosdiana et al. /  Procedia Environmental Sciences  28 ( 2015 )  341 – 351 
variables adhering to calculate capitalization such as discount factor, normal rate, inflation rate, premium risk, 
growth rate and beta coefficient. First of all, we have to decide discount factor that could be identified by adding 
normal rate, inflation rate, premium risk, and beta coefficient. Later on, discount factor should be subtracted with 
growth rate to yield capitalization number under the Gordon Growth Model (Laro and Pitt, 2005 p.182). 
The calculation of discount factor has to take into account several dynamic variables and one discount factor 
does not fit all. When the assumption of growth rate is null, the capitalization number equals to discount rate. In the 
measurement of capitalization number for LBT, growth rate could be assumed as null because the calculation of 
total expected benefits in the existing year uses total sales of a previous year. In short, this method refers to constant 
level assumption with simulation is as follows: 
a. Normal rate   = Bank of Indonesia  rate = 7,5% 
b. Inflation rate = 6% 
c. Premium risk = 4% 
d. Beta factor     = 2,5% 
Thus, the discount rate would be 20% (7,5% + 6% + 4% + 2,5%). Under this method, the capitalization number 
will not be 10,04%, but only 5% or multiplied with 5  as follows: 


 ൌ

ʹͲΨ ൌ  ൈ ͷ

As a result, there must be two-times over valuation in calculating TOSV to earth inside under the framework of 
DGTR 45/2013 that is in measuring the total future benefits with base of gross revenues and capitalization number 
which tends to over the value on both calculation. Gross revenue tends to over value when the assumptions of 
petroleum and natural gas selling prices are much different from the market price of crude oil and gas. In short, there 
must be an over taxation on the imposition of LBT in the upstream oil and gas business activities.  
The other weakness of LBT regulation in the upstream oil and gas business activities could be identified from 
the treatments and characteristics of taxes. Indonesia applied LBT on oil and gas upstream business activities with 
tax impose on the amount of money of oil and gas total production whereas in fact many other countries implement 
tax on natural resources or tax on oil and gas. The characteristics and treatment of those taxes are very different. 
Besides, it is common for many countries to oblige a royalty based on gross revenue of oil and gas production as 
well as entity income tax that is influenced by several explanatory variables such as total sales of production, 
operating expenses and a certain tariff.* In the future, Indonesia’s treatment of taxes in the upstream oil and gas 
business activities should adjust and comply with international best practice.  
 
3. An Alternative Design of LBT in the Upstream Oil and Gas Business to Support National Energy 
Security 
 
Any tax disputes on the implementation of LBT mirror the gaps on policy and implementation of LBT in the 
upstream oil and gas business activities in Indonesia as well as mismatch with four principles of LBT collection 
namely to receive benefit, to minimize the double tax treatment, to simplify the collecting of tax to increase tax 
compliance and tax revenue, and to lift the society participation in the national development.  
At any points, studying and analyzing the business process of oil and gas in Indonesia comprehensively need a 
good understanding on related rules, not only regulations of LBT but also Law of Oil and Gas. It happens for a 
 
 
* The policy implementation was applied in Malaysia, USA, Australia, Kanda and Russia.  
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reason that there are idiosyncratic and several specific treatments related to nature of business and business process 
as well. For instance, Law of LBT stipulates that taxable subject is any individual or entity that really has the rights 
on earth, and/or gets benefits on earth, and/or has rules, and/or gets benefits on physical buildings. Unfortunately, 
there is no further elucidation on each terminology. Thus, the understanding on taxable subject on earth has to meet 
two conditions: 
1. The existence of any individual or entity that really has the rights on earth 
2. The reality of any individual or entity that really gets the benefits on earth 
The term of really emphasizes on the essence of substance over form as main concept in interpreting and 
translating the Law of LBT. With regard to this principle, substance over form applies to answer and solve any tax 
disputes. 
In the perspective of exploration benefits, there are actually no benefits on earth received by contractors over 
exploration because there is not yet commercial production and the activities still cover geological survey, 
geophysical survey (seismic), exploratory well, a drilling of well and desktop study. Contractors start to get 
advantages when a transfer of oil and gas commercial production happens from contractors into government in a 
delivery point. In short, contractors will not be taxed over exploration because they will not really get benefits on 
earth, either earth surface or earth inside. 
The answer of tax disputes to what extent contactors start to be treated as taxable subject of LBT should be 
viewed from complete perspective under Law of LBT (GR 12/1985) and Law of Oil and Gas (GR 22/2001). GR 
12/1985 explains that taxable subject is any individual or entity that really has the rights on earth. On the other hand, 
GR 22/2001 stipulates some relevant points to answer tax disputes as follows: 
i. Upstream business activities are composed of exploration and exploitation (article 5 paragraph 1) 
ii. Upstream business activities will be executed and controlled through the join cooperation contract and one  
requirement on joint cooperation contracts will be the ownership of natural resources (petroleum and natural 
gas) is still on the hand of the government up to the delivery point (article 6 section 2 point a) 
iii. Mining concession will be the authority delegated by the state to the government to manage exploration and 
exploitation activities (article 1 paragraph 5) 
iv. Working area will be a certain region within Indonesian mining jurisdiction used for the exploration and 
exploitation (article 1 paragraph 16) 
v. Rights to working areas will not cover rights to land being earth surface (article 33 clause 2) 
Having considered the above relevant articles, the imposition of LBT in the upstream oil and gas business has to 
focus on what extent any rights to manage upstream activities had been handed over from government to 
contractors. Besides, the authority, and/or ownership, and/or full benefits were on the government, and on the 
contrary the high risk and huge capital over exploration and production period belonged to contractors.  
It is a common understanding that the rise of tax payable has been based on tatbestand principle. Any individuals 
or entities are obliged to be taxpayers when they meet all requirements either subjective or objective manner. As 
stipulated under Law of LBT No 12/1985 article 4 clause 1, taxable subjects are any individuals or entities that 
really have the rights on earth, and/or get benefits on earth, and/or have rule, and/or get benefits on physical 
building. With regard to this understanding, several alternatives are offered in redesigning policy on taxable subjects 
as follow: 
a. First scenario explains that production sharing contractors are not deemed yet as taxable subjects with an 
underlying justification to be oriented in the article 1 section 5 GR 22/2001 stipulating that mining concession 
will be the authority delegated by the state to the government to manage exploration and exploitation activities. 
In short, government has a full authority on mining rights. Then, GR 22/2001 article 6 clause 2 point a 
emphasizes that the ownership of natural resources (petroleum and natural gas) is still on the hand of the 
government up to the delivery point.  
Production sharing contractors will be subject of LBT when they have or rule, and/or get benefits on physical 
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buildings for instances when they have technical construction embedding or adhering to the land and/or water 
area. Besides, there should be an equal treatment for LBT policy on all explorations either onshore or offshore. 
Based on this paradigm, the tax imposed for LBT payable will not be based on the total work area but with the 
basis of work area that has been fully utilized as indicated from the existence of physical buildings, such as 
technical construction embedding or adhering to the land and/or water area. 
b. Second scenario states that the government keeps to consider contractors as taxable subjects over exploration 
period, the LBT imposed will be limited to work area that has been really utilized and it refers to the lowest rate 
of TOSV.  
 
An Alternative of Redesign an LBT Imposed   
 
In this part of writing, two major issues related the imposition of LBT in the upstream of oil and gas business 
activities are raised. They are (a) the size of work area to be LBT imposed and (b) an option in the assessment 
method.  
In terms of the size of work area, LBT imposed on surface on earth explorations either onshore or offshore will 
be limited to work area that has been really utilized. This treatment matches with the norm of benefits received as 
original principle and main concept in collecting LBT. Besides, the policy on LBT imposed of all explorations either 
in the earth surface or earth inside must be equal. It occurs for a reason that when LBT imposed is based on overall 
work area of explorations, it will break the main principles of collecting LBT.   
In the context of assessment method, every method should match and fit each step. In the exploration phase with 
the high risk profile and speculative results, expense approach and market approach seem appropriate to apply, due 
to the existence of data and information provided in the mining feasibility study. On the other hand, in the stage of 
exploitation and production, income approach looks suitable to run with orientation formula and concept of TOSV 
of earth inside.  
 
4. Conclusions and Recommendations  
The running of DGTR 45/2013 dated 1 January 2014 seems to promise a better treatment than the previous ones. 
Yet, this new rule still contains a couple of limitations and weaknesses, particularly related to the policy of LBT 
imposed in the upstream oil and gas business that mismatch with the received benefit principle and the income 
approach valuation as well. Therefore, it is necessary to revise the substance of DGTR 45/2013 in order to resolve 
the tax disputes as well as to connect with the latest current development. In addition, government needs to revise 
this rule soon because the more tax disputes occur the more costs incur. The existence of tax disputes due to the gaps 
either on policy or on implementation will also potentially generate a high opportunity cost. The concept of 
opportunity cost here means the total cost borne by contractors or investors for the loss of best opportunity and 
benefits. 
As Ministry of Mineral Resources and Energy reveals that oil and gas industry is capital intensive, superior 
technology, high risk and long-term payback period, the government should stick together and join with other 
entities either state-owned enterprises, national and private company or foreign corporations to manage and yield oil 
and gas commercial production optimally as well as to increase the contribution of this industry for state budget 
revenue. Data show that oil and gas sector contributed about US$35 billion with a share of 28% of total revenues in 
2012 state budget as well as invited a US$ 23 billion foreign direct investment. The huge investment impacts on the 
opening of 30.000 new jobs and develops the regional society. 
In terms of imposition of LBT on offshore explorations, opportunity cost can be calculated based on not only 
cost of money but also potential loss of other contributions such as from creation of new jobs, donation to regional 
economy, contributions to taxes and non-taxes and production of multiplier effects for overall economy. Hence, in 
the case of the implementation of LBT on oil and gas upstream business activities which generates a sentiment 
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negative on investment, the realization and potential lost will be huge and in a wide area. 
At the end of the day, the aims of this paper are to prepare constructive thoughts and comprehensive analysis 
concerning LBT Policy in the upstream oil and gas business activities and its role towards the creation of national 
energy security as well as a sustainable and high investment in oil and gas industry. One important thing is that LBT 
will not be fundamentally real tax revenue under cost recovery or assume and discharge. However, it is only partial 
pseudo tax revenue or partial temporary tax revenue because LBT expense is borne by government under assume 
and discharge and LBT expense is treated as operating cost in which contractors will recover the operating cost 
based on the work plan and budget approved by the head of executive board after the work area has reached 
commercial production. On the other hand, state budget revenues in real term are income tax on oil and gas and also 
non-tax revenues on oil and gas including portion of the state and state levies. A single essential point to remind is 
that there should be an openness and transparency on production sharing of contractor’s behaviors.  
With regards to complete facts and analysis, we suggest several recommendations as follows:   
1. In short-term, it is necessary to carry out a further study concerning redesigning policy of income approach 
valuation, comprising of formula for net future benefits and capitalization which should be in a row with the 
underlying theory and international benchmarking.  
2. In short-term, it is needed to prepare technical regulation concerning guidance in LBT collection on upstream oil 
and gas business to support the national energy security. It is also an essential to revise the DGTR 45/2013 as 
soon as possible in order to avoid the decision on tax objection and decision on tax appeal that will rise extra tax 
cost for all parties either government of contractors. In addition, the revision of DGTR 45/2013 is required to 
mend the business atmosphere and investment climate in Indonesia.  
3. The policy for LBT imposed on upstream oil and gas business will be in the equal treatment for onshore and 
offshore activities. It also runs the exploration work area that has been really utilized on the 1 January of taxable 
year and it may not cover all work areas.  
4. During the exploration, Production Sharing Contractors will be imposed LBT at the lowest rate or even to be 
exempted from LBT because they really do not have any rights yet on surface of earth, and/or get benefits on 
surface of earth. The obligation of LBT runs when contractors has embedded or adhered technical construction 
into land and/or water area because at such condition the principle of tatbestand is met, as indicated by objective 
condition (physical buildings) and subjective requirement (any individual or entity that have, rule, and/or get 
benefits on building). The rules also apply over the exploitation period.   
5. In short term, government should provide some facilities and incentive of LBT on upstream oil and gas activities 
in order to escalate the production of national petroleum until 1,01 million barrel per day in 2014 as stated in the 
Presidential Instruction No 2/2012. The facilities and incentives of LBT will be technically stipulated in the form 
of Minister of Finance Regulation.  
6. The treatment of LBT on upstream oil and gas activities either under cost recovery or assume and discharge will 
be substantially a partial pseudo tax revenue or temporary partial tax revenue. Therefore, the focus on 
redesigning LBT in the upstream oil and gas activities should be oriented to escalate the oil and gas production 
as stated in the Presidential Instruction No 2/2012, as well as to meet the concept of politically acceptance as a 
good tax policy.  On the other hand, redesigning policy of LBT in the upstream oil and gas activities may not 
shrink the revenue state budget.  
7. In order to rise Legal Certainty and Law Enforcement as well as to guarantee Tax Fairness and to boost good 
governance, any tax disputes regarding tax objection of 16 contractors will be rapidly solved due to 
administrative level only. A resolution of tax disputes will be a positive sentiment for mending business 
atmosphere and investment climate in Indonesia. In turn, a firm resolve will lift the trust of foreign and local 
investors to the Indonesian Government. Any politics on tax communication should be emphasized to avoid 
prejudice of each party and also this issue may not be politicized or even criminalized.  
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8. In terms of general policy on economy, the redesigning of LBT in the upstream oil and gas business activities 
needs other relevant real policies to support the national energy security. In addition, the redesigning of LBT will 
pick up the state budget revenue in the long-run due to the fact that the tax imposed will be based on fair value 
along economic periods.  
9. In the medium-term, government should amend Law of LBT as soon as possible in order to connect with the 
current developments economics, politics or event social. Later on, the orientation of amendment should focus 
on the simplification of LBT formula in the upstream oil and gas business activities as well as the creation of 
legal certainty. One pattern of simplification is by implementing tax on natural resources or tax on oil and gas as 
a merger of non-tax revenue on natural resources and LBT, meanwhile a type of creation of legal certainty is by 
applying a single levy only. 
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